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c o ~ y  ofmanded cmts, &tomas may not be 
willing to pay theni The market will uliimately 
detamine to what extent, and over what time 
h, utilities will R C O M I  their 'past invest- 
mens 

Baxd on efforts under %%.Ey<stdard k Poor's 
Can the arrival of retail wheelingbe predicted? 

believes that widespread ret4 wheeling, or ik  
marketplace equivalent, will be in place for the 
indumialmarketwi~twutDfouryears,forthe 
cormnerdal market within three to six .years. and 
for the residential mirkct within four to'sc*:m 
yean. Reasons for this estimate are not simpre. 
S i  market ppmurrs arebuiidiig for greater 

competition inretailmarkek,certahsegmenkOf 
industrial retail markek are already verp corn- 
p e t i t i ~  However, utilities will do what the). can 
to put off the further advance of competition- 
delay is in theii best interest As time passes. 
utilities can rean-er their sunk msts through d e  
preciation and can prepare for a competitive fu- 
ture by cutting operating mts. Howma, the 

ObstaJes to a competitive marketplace This will 

The fundamental trvth is that investors must 
be able to di&enba . teiisklherewinbewin- 
nen as well as losers Proactive managernenk 
win a m y  cut msts; nimble utilities will 
-=air, mwketshare at the expense oftheir more 
tlothfuIbrrthrrn;aeditdousmanagemenk 
winreducedebtandacreleratehedepreciation 
of high cost assets; and creative managemenk 
will~newreven~pmdudngsMliCesand 
busineveswhiiestayhgmindfd ofthe greater 
risksthcsemaypow 

U.S. PUBLIC POWER 
The uedit outlook for h almostz00 munici- 

p a u y d ~ u t i l i t i e s ~ t d ~ . s ~ &  
F"sis genedystabk Mmt of these are retail 
systemsthat serye ultimate customns directly, 

fom o f ~ o n l i c s  driven by tearnology will in 
timeovcnvheimthecMentlegalandregIllatory 

be an evoluhcy w. 

and thatwill likelyretain their credit strength due 
to the traditional benefik ofpublicpowu,indud- 
ing: . Lack of rrgulamy oversight public power 

SyStemSat%forthemartpaitfrreOfexten- 
si* third-party rrgvktion This freedom 
gives them the potential t o o b e  a@e and re- 
spondvetoindrlstrymanger 

.RcMmeadvantages.Ratedpublicpoweren- 
titiestypicanyhavenewerplank,knudear 
xis~and~olpitalneeds~theirlou 
-trip- 

- t e  bases protect 
pubkpowersystansfaidywellhimm~ 

~secUrrNstomerkThdrhighdensityand . .  

d i a t e f h e a k o f l C 6 S O f ~ ~ d s .  
' Because of such advantages, nting up5der 
far exceeded downgrades for the past& years. 
But, rmnging comp&tive and financial pres- 

tinue A n& of recent visible d m p d a  
foretellsatrend of incrrasing a e d i t p r  par- 

For instance, the rating on nine systems. 
wtrich repruau a signifkant 523 billion of total 
ouktanding debt, have been downgraded since 
June 1995. when Standard k Poor's announced 
the business positions on 62 public power utili- 
tics. 5he outlook on all but one of these remains 
n~tive'lhcdoH?l~dedutilinesareamong the 
 tio on'^ largest publidy owned utilitiis,'indi;at- 
ing stress on a greater dollar rolurne of utiiis 
debt than on the number of utilities w h i c h  m y  
be, ur aireddy M v r  ken, aiiecied. Further, the 
outlook on M municipal utilities are negative. 
while qnly hvo ha1-e near4erm positive rating 

H o w e \ . e r . t h e s t o u ~ ~ a b f f l * e ~ ~ i t  
hi;* unlikely that there will be a large bough 
number of rating changa to more the menge 
rating of public power ~y~terrs from ik current 's. Additionally, the diversity among these Y S -  
tems makes it diffioJt to generalie about the 
efiects oi mmpeti@n M this segment of the in- 
dushy. 

xuealoresses that will make it'diificult for them to 
compete in a fmeamgymarL.t7hemaaiority of 
these syrtrms ale wholesale entities, which have 

stions~crrditlnfadsevenofthel0muniapd 

ThEsewealnesxsindude 

- make it unlikely that this trend will con- 

I b l h d Y  On the MtiOn'S krger public U a t i S  

potential 

%me munidpak have 5wenl chamckm . tic 

been the first in thepublicseaDr to kel theheat. 
of competition and the rrsultant neptiveimpli- 

electric systems downgraded by Standard k 
P001'5 since June 1995 are wholesale -. 
. Excess capacity. Many systems have excess 
basdoad capa&y'the result of aggmsive 

during the kk 1970s and eady 1980s. 
energy growth pq.& and CDnstruCtion 

. Political and ecoDDmic PTesfYrrs. The politi- 
den- within which public power 
SyStmD operate may not dwys be compat- 
ible with a more c~mpetiiive utility industry. 
Thoughdevoid of direct regulation and de- 
mand for dividend p p u k ,  public power - 
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systems face fhe political stress of demands 
f o r r m n s f n s t o g g m e r a l f u n d s , f o r  

Ratestruchuehhrtymunici alq5tems'rate- 
M g  f lemty is limited Ry thex u w  ity, e t  
h a d i t i ~ ~ l  pderence for low residential 
rates, DI by "mst-plus" n te  methodol@s, 
trmn incorpqnpg more fleube, targaed 
'cost-of-s- p d u r e s .  A municipal 

creative with i Z E 2 L e y  are gmenlly dirrct competition in Ontario power 
free of outside @tioh Many, howwer, 
face political obrtades from local b o a r d s  or 

Events at Ontario Hydm since 1993 have been 
most visiilc Former cfiairman Maurice 

gmcrating ~ p d p ,  U S 3  billion in sals) uti!- 
to reduce msts 

udamsta1990-1992trendDfftein-well 
above the inflation rate MI. Strong sought to 
reduce tfr threat Or hrrttvr self-germtion dur- 
ing a period of substantial uccss CapaatY, pre- 

withintfrnatfneye~j,andinaeaKthe~ty 
of On- Hydm to sell surplus power at attrac- 

instance hiredinlate1992to*upthelaIge~Mw 

systemhasthe . tobenimbleand pan u\e utility lor the possibility of incrrased 

city &d, WhoK -ry approvals can' 
'prove daunting. 
Slow debt amorbza . tiolr Public 55tems typi- 
eUy mvcfure *debt io mattmin Id 
inatmenk wer 20-30 yean. Havever, fhe. 
reduced Osh flow rquiremenis d this t p e  
of struchue gave public systems ad\antages 
reIativetosomeIOUsthatwae@so6naning 
l a r p p h t  S d d i e  in he 1980s. H o w e v a ,  

some cases, a d a a i i n g  thdr deprrdation 
This may put public power systems m a  diffj- 
cult position in a more competitive operating 
a m .  

'Like IOUs, p u b k  power systems have to deal 
with the realities of imminent comptition For 
many reasons they are in a better relative position 
to ded with mmpetiticm's ramifications How- 
e\=. many of these utilities will need to sain 
plitical support for their polides and inibhtivs. 

Standard k Poor's does not expect that the 
public power sector w i l l  experience hidspread 
nor immediate credit demimtion While many 
systems. particularly wholesale entities, have 

are protected from the immediate effects of com- 
petition Municipals' relatively small. residential 
customerbasesandntekdbilitywiilhelpthese 
natrmskeeptheircredithrtad 

many IOUs are ccplodnp-opti&.to-&e~ 
th-plselves of burdensome assrts and. in 

wealcnesse~ which d d  lead to credit de+on- 
tion, fll0s.t of the comtry's retail electric s].stosrs 

tiveratesm+markek.- * 

Mr. Strong was also a proponent of privatiza- 
h a n d  saw ahantages to the sale of at least 
partoftfrpDwergiant'sg~iingGIpcldty,and 
perhaps trwmission as well. The recently 

ik predecessor NtG Democratic P a q  gwem- 
m m i  However. quick d o n  under new chair- 
.-El3-r ' y the 
I- of the'mplcmmtation of such a d e ,  
suchasffigthesUeofownershipofOntario 
Hydro bmvem the prwince and its fmmding 
municipalities; the conshuctim of an appropriate 
replatory re,* for what would likely be a 
tranrmission monopoly; and the thorny issue of 
how to treat Ontario Hydro's nudear asses 
(which accounted for@% of power genmtion h 

outlook continue to reflect the guarantee of the 
proiince of Ontario. 

landand~radorHydro(MN),wasconsidered 
a cadidate for pnbatization in 1994 by the New- 
foundland govenunent However, the gwem- 
ment dedded to focus initead on geneating a 
reham to the public purse from the utility by 

dal budget in spring 1995for the fiscal year April 
1% to h k c h  1996 was skhtly mater than 

. 

19%). &@eo Uy+w*c ' 0  A-* --A eb-2:- ........ - -. D 

.&lother pXV\'hdd &CkiC Utility, NeW+DLU& 

having the utility pay an annual dividend to the 
prm~Thedividendannounced indupr~vin- 

toNstaindmilar dividends over fime Changes 

. higher rates are repired to generate a positive 
reh~ on he province's equity in tk utility. 

Bn&shcolambiaHydm andPower Authority 
(BC Hydro) has indiredy felt the impact din- 

cd&eCanada-LlS. border. In a still rmmohred 

to the utility3 regulation may be nemsaly if 

aeasinglyabundantmeap~powffsoutfi 

~- ~ 
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purchsse BC Hydro’s dotment of paver ai 1994 
prbs,beginningin 19%.5ince the signing of the 
mem0r;mdW of understandmg, . BPAhasde-  
mineditcDuldminimireikmstsandstillfulfill. 
its mty obligation by building a 
lim to dmnp the power at OK BC border, rather 
than Bt Hydro’s allotment at WM 

If BPA proceds with ik plan, E€ Hydro would 

. .  

since kte 1994 has become an llnemnormc ‘price 

face an-even geaiersu+Iu~ d8pacity than it fixed cmts,wi~ ixsetfollowjnghearings in the 
now has in place However, thc ‘M+’ rating of coming month 
BC Hydro is mdikely to be mafkted, as it is ForkfnlLdPublic UtiIitts CmnmdmyandR~- 
based on theguanntee of its prwincial ownes. tirmnls, plnrrc sec Shmdad & Pwri Glahrl Sator 
Ihe three major rJbertaa electric utilities, Rrrkm. N w m k  1995. 

though not rated by standard t Poor‘s (Edmm- Bill Cm, PubIicFinancc Ratinss. N w  Ym* 
tonPowertomredbyandreuivesrcdvesfrmdingfrom N U  208-1866 
the aly of EdmcmtaL whichis la& ‘AA?, are s w  m/oz infmrntionnl ~qtings. TW 
u n d q o h g a  gradualshift to m opencompe- 
tition. beghingin 19%. CUlIent generation and - msb will conlime tobe costaver- 
aged througha pmvincial pool ttuDughrvw gen- 

( 4 l K ) W S S Q  
Mmlrr Fm. Public FbMIcl Rdinp. N w  Ym* 

11212208-1863 
Curfis Moulton. Corporate Rdinp, N w  York 

11212206-1651 
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eration will not be ccst-avenged.Allpowerh 
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CAPITAL ADEQUACY MODEL FOR L/H INSURERS MODIFIED 
Standard b: Poor‘s has updated its capital ade- 
quam model for Iife/health innyYr to refiect 

mcnt in which liie/health insurcn operate Ad- 
iustnentr determined bv the aMhm provide the 

in the comparies’ mvestrnent and oper- 
ating envimunenk. These improve the 
model‘s utility as a tool for differmtiating levels 
of capital stma+ benvtsl companies. Though 
Standard t Poor’s view o f m e  companies’capi- 
tal adequacy may change as a mt. the claims- 
paying ability ratings of most companies will not 
be affested. Also. the existing stmdards for inter- 
preting the capital adequacy ratio have not 

model with the flexibilib to adapt toh&nges in 
the regulatory, tax, le& accounting and eo- 
nomicenvironmenb 
Standard k Poor’s eduation of capital ad.- 

quacy is influenced by expenations as to how a 
particular company’s level will develop ove: 
time. Thus, while the assessment ot capital aae- 
quaq is based on the company’s assumed risks 
at any +en winr mospective capital adequam 

9) 

basedin+-ton~tsoftes~the&wm&i~s 
ratios based on yearad 1994 data of a repre 
sentafive sample of CDmpanieS with claimrpay- 
mg abiiityrating.The modd change affect the 
cha.rges for s p e - 3 ~  asiels and iiabiiities and are 
based on standard k Poor‘s acperienrr in using 
themodelasasigdicmprtoftheratin~pmc- 
ess overfhepastfmyean. TheroLed model 
ako incoqmates the availabity of updated in- 
formationsuchashddefault~di~~. 

There are an& of sigdhnt differrnas 
between9anda.d k Poor‘s modeland the risk- 
based capiialmodelof the National Assodation 
of lrsmmce Gmmiaionrs 0. The two 
~prominartdi&rrncec arethatstandard& 
Pow’s Dscs its model to diffeml6ale leveL5 of 
capitaistrr.n&amonga uawycapicapltalted 

KG rmique bakn~e rheet features. n e  
model effectively provides 
bachmarkforabroadanayo assenandWi- 

wayforfiexib%tyand the useof pNdent analyti- 
caljudgmentwhminterprdingthereSultrAk0, 
them odd is^ . tothedyxmnicemh 

.andthatthe m l 3  kfkxibleenough 

”p” 
lies, and thur enhanm e Of an insurer‘s 
financialstrengthwhiLprOpiding~1e& 

. .  
is cok~dekequaliy iniportanL . 

While considerable attention is focused on 
risk-basedcapitaIraticrs,lhe?Sessnmt ofcapital 
adequacy is only one of many elements used in 
arrivmg at a frnandal strength ra&g for a com- 
pany. standard t Poor’s rating p ~ ~ 5  will con- 
tinue to be predi~ted on the beiiefthat capitat 
adequacy ratios are not a substitute for broad- 

or weah~ers in other key areas. such as a com- 
based analysis of insurer adit quala);. sm0* 
pany’smaMgemmtand~mtes lIat~ ,b-  
ness profile, operating performance, liquidity. 
and fiMncial flcdbib’tgcanmrethan offset rek- 
tive mgih 01 weakness in capital adequacy. 

PRIMARY GOALS 

Bs5essing the capital adequacy of a life/health 
ilmlrfz 
.To -, h an absolute sense, the capital 

shu@h that an inaw has rektive to its 
aslmedrislcr 
-To as~ess capital skength &ti\- to that Of 

Otherlife/healthimurerr 

standard k Poor’s has two primary gwls in 

e L3oththesegoaLseektoinmrpontean evalu- 
ation of capital adequacy that is p w e .  
rather than at a spedfrcpoint in timc 

a 
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